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THOMAS M. McELROY e et
PROFESSIONAL ASSOCIATION o 11y 06 o 1 |
ATTORNEY AT LAW et dRT e TR A T
301 NORTH BROADWAY
POST OFFICE BOX 1450 T.R.A.DOCKET RGOM

TUPELO, MISSISSIPPI 38802-1450

TEL (662) 842-3723 McElroy Tup@aol com FAX (662) 842-3744

January 24, 2005

Mr Pat Miller

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243-0505

RE-  Counce Natural Gas Company, Docket No. 04-00037
Depreciation Rates to Use for Future Plant Additions
Order Approving Amended Petition to Increase Gas Rates
and Revised Rules and Regulations

Dear Mr Miller:

Please be advised that pursuant to a letter I received from Darlene Standley, Chief of the
Utilities Division of the Tennessee Regulatory Authority, dated January 14, 2005, I have enclosed
an original and thirteen (13) copies of the documents requested by the Tennessee Regulatory
Authority 1n order for the Tennessee Regulatory Authority to set depreciation rates on new plant
additions

If you have any questions, please advise.

Sincerely,

{

Y

Thomas

Inl



FROM: Counce Natural Gas Company

TO:

RE:

Darlene Standley:

Counce Natural Gas Company (“Counce”)
Response to additional information requested by the Tennessee Regulatory
Authority

The responses of Counce to the information requested made by the Tennessee Regulatory
Authority are listed below

(1)

2

()

Experience relied on by management:

Management examined the service lives prescribed by the Internal Revenue Service
under the General Depreciation System and the service lives used by Lynnwood Utility
Corporation, which is a utiity company similar in size to Counce Management consulted
with Stephen Swetz, CPA, to determine the validity of these service lives based on
management's own experience In replacing such assets listed in the depreciation rate
schedule sent with the onginal depreciation rate proposal

Copy of Internal Revenue Service regulations relied on:

Counce has attached a copy of Internal Revenue Service Code Sec 168(c)(1) and
Revenue Procedure 87-56 that relates to the assets listed below

Land and land nghts 374 N/A
Structures and improvements 375 Sec 168(c)(1)
Mains 376 class 46 0
Compressor station equipment 377 class 49 21
Measuring & regulating station equip — general 378 class 49 21
Measuring & regulation station equip - city gate check stations 379 class 49 21
Services 380 class 49 21
Meters 381 class 49 21
Meter installations 382 class 49 21
House regulators 383 class 49 21
House regulator installations 384 class 49 21
Industnal measuring and regulating station equipment 385 class 49 21
Other property on customers' premises 386 class 49 21
Office furniture and equipment 391 class 11 & 12
Transportation equipment 392 class 241
Tools, shop, and garage equipment 394 class 11
Power operated equipment 396 class 11
Communication equipment 397 class 48 13
Miscellaneous equipment 398 class 11

List of other utilities polled, along with the applicable rates used by each one for
each FERC account number in Counce’s proposal.

Counce has attached a copy of Lynnwood Utility Corporation’s depreciation rates, which
were used as a guideline for our proposal This schedule is from Docket No 99-00507
submitted by Lynnwood Utiity Corporation

| hope that this iInformation helps answer your inquiries
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Sec. 168. Accelerated cost recovery system

TITLE 26, Subtitle A, CHAPTER I, Subchapter B, PART VI, Sec 168

STATUTE

(a) General rule
Except as otherwise provided in this section, the depreciation deduction provided by section 167(a) for any
tangible property shall be determined by using -
(1) the applicable depreciation method,
(2) the applicable recovery period, and
(3) the applicable convention.
(b) Applicable depreciation method
For purposes of this section -
(1) In general
Except as provided in paragraphs (2) and (3), the applicable depreciation method is -
(A) the 200 percent declining balance method,
(B) switching to the straight line method for the 1st taxable year for which using the straight line method
with respect to the adjusted basis as of the beginning of such year will yield a larger allowance.
(2) 150 percent declining balance method in certain cases
Paragraph (1) shall be applied by substituting "150 percent” for "200 percent” in the case of -
(A) any 15-year or 20-year property,
(B) any property used in a farming business (within the meaning of section 263 A(e)(4)), or
(C) any property (other than property described 1n paragraph (3)) with respect to which the taxpayer
elects under paragraph (5) to have the provisions of this paragraph apply.
(3) Property to which straight line method applies
The applicable depreciation method shall be the straight line method in the case of the following property:
(A) Nonresidential real property.
(B) Residential rental property.
(C) Any railroad grading or tunnel bore.
(D) Property with respect to which the taxpayer elects under paragraph (5) to have the provisions of this
paragraph apply.
(E) Property described in subsection (€)(3)(D)(11).
(4) Salvage value treated as zero
Salvage value shall be treated as zero
(5) Election
An election under paragraph (2)(C) or (3)(D) may be made with respect to 1 or more classes of property
for any taxable year and once made with respect to any class shall apply to all property in such class placed
in service during such taxable year. Such an election, once made, shall be irrevocable.
(¢) Applicable recovery period
For purposes of this section -
(1) Ingeneral
Except as provided in paragraph (2), the applicable recovery period shall be determined in accordance with
the following table.

The applicable
recovery period

In the case of: 1s:
3-year property 3 years
5-year property 5 years

http//www.fourmilab ch/ustax/www/t26-A-1-B-VI-168.html 1/20/2005
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T-year property 7 years
10-year property 10 years
15-year property 15 ¥years
20-year property 20 years
Residential rental property 27.5 years
Nonresidential real property 39 years. &
Any railroad grading or tunnel 50 years.
bore

(2) Property for which 150 percent method elected
In the case of property to which an election under subsection (b)(2)(C) applies, the applicable recovery
period shall be determined under the table contained in subsection (g)(2)(C).
(d) Applicable convention
For purposes of this section -
(1) Ingeneral
Except as otherwise provided in this subsection, the applicable convention is the half-year convention.
(2) Real property
In the case of -
(A) nonresidential real property,
(B) residential rental property, and
(C) any railroad grading or tunnel bore, the applicable convention is the mid-month convention
(3) Special rule where substantial property placed in service
during last 3 months of taxable year
(A) In general
Except as provided in regulations, if during any taxable year -
(i) the aggregate bases of property to which this section applies placed in service during the last 3
months of the taxable year, exceed
(i) 40 percent of the aggregate bases of property to which this section applies placed in service
during such taxable year, the applicable convention for all property to which this section
applies placed in service during such taxable year shall be the mid-quarter convention
(B) Certain property not taken into account
For purposes of subparagraph (A), there shall not be taken into account -
(i) any nonresidential real property (FOOTNOTE 1) residential rental property, and railroad
grading or tunnel bore, and (FOOTNOTE 1) So in original Probably should be "property,"
(i) any other property placed in service and disposed of during the same taxable year.
(4) Definitions
(A) Half-year convention
The half-year convention is a convention which treats all property placed in service during any
taxable year (or disposed of during any taxable year) as placed in service (or disposed of) on the
mid-point of such taxable year.
(B) Mid-month convention
The mid-month convention is a convention which treats all property placed in service during any
month (or disposed of during any month) as placed in service (or disposed of) on the mid-point of
such month.
(C) Mid-quarter convention
The mid-quarter convention is a convention which treats all property placed in service during any
quarter of a taxable year (or disposed of during any quarter of a taxable year) as placed in service (or
. disposed of) on the mid-point of such quarter
(e) Classification of property
For purposes of this section -
(1) In general
Except as otherwise provided in this subsection, property shall be classified under the following table

Property shall be treated as: If such property has a class 1ife
(1n years) of:

http://www fourmilab ch/ustax/www/t26-A-1-B-VI-168.html 1/20/2005
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{ DocKet ‘No. 4%-00507

(UNAUDITED - SEE ACCOUNTANTS’ REPORT)

Thenn 3 - 9/24/99

A

LYNNWOOD UTILITY CORPORATION

DETAIL OF FIXED ASSETS

FOR YEAR ENDING 12/31/98

Account]Service] Rate Original Current

Description Number] Life | Applied Cost Depr

Land 353 N/A [N/A 75,000 00 -

Totals for Account Number 75,000.00 -
Blower & Sump Pump 354 20 6.7630% 2,405.48 162 68
Pump Repairs 354 20 6.7630% 6,104.23 412.83
Plant - Overhaul & Improve 354 20 6.7630% 56,372.13 3,812 45
Manhole Raising 354 20 6.7630% 6,180.71 418 00
Meter 354 20 6 7630% 1,484.35 100.39
Major Repair - Sludge Tank 354 20 6.7630% 15,095.77 1,020.93
Major Repair - Gear 354 20 6.7630% 3,232 04 218.58
Totals for Account Number A 90,874.72 6,145.86
Pump 371 20 6.7630% 184.07 12.45
Meter & Probe 371 20 6.7630% 1,470.84 99 .47
Pumping Equipment 371 20 6.7630% 40,137.24 2,714.48
Pumping Equipment 371 20 6.7630% 565.23 38.23
Air Conditioner 371 20 6.7630% 883.10 59.72
Engineering Fees 371 20 6.7630% 7,818.38 528.76
Major Repair - Sludge Pipes 371 20 6.7630% 11,775.76 796.39
Totals for Account Number 62,834.63 4,249.51
Concrete Trunkage 380 20 6.7630%| 127,361.93 8,613.49
Mechanical & Electrical 380 20 6.7630%| 106,008 99 7,169.39
Pump Stations 380 20 6.7630% 8,625.96 583.37
Control Building 380 20 6.7630% 24,646.04 1,666.81
Motor for Plant 380 20 6.7630% 1,103.24 74.61
1997 Equipment Additions 380 20 6.7630% 54,711.77 3,700.16
1998 Equipment Additions 380 20 3.7498%/| 268,091.00 10,052.88
Totals for Account Number 590,548.93 | 31,860.71
Tractor 391 20 6.7630% 3,544.50 239.71
Totals for Account Number 3,544.50 239.71
TOTALS : 822,802.77 | 42,495.78
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TENNESSEE REGULATORY AUTHORITY

Pat Miller, Chairman

Deborah Taylor Tate, Director
Sara Kyle, Director

Ron Jones, Director

January 14, 2005

460 James Robertson Parkway
Nashville, Tennessee 37243-0505

Thomas M. McElroy

Attorney At Law

301 North Broadway

P.O. Box 1450

Tupelo, Mississipp1 38802-1450

~—-- RE:_. Docket No...04-00037 — Counce. Natural. Gas Company’s. Amended_Petition_to__ L
Increase Rates and Revised Rules and Regulations

Dear Mr. McElroy:

On January 5, 2004, you submitted on behalf of Counce Natural Gas Company
(“Counce”) a depreciation study as instructed by Hearing Officer Richard Collier in his
September 1, 2004 order in the above docket. However, the information supplied is
incomplete. The order states on page 7 that a depreciation study 1s needed ““in order for
the TRA to set depreciation rates on new plant additions.” We will need the following
information in support of Mr. Swetz’s proposed depreciation rates for Counce.

For each FERC account number, provide:

(1)  Experience relied on by management

(2) Copy of Internal Revenue Service regulations relied on .

(3) List of other utilities polled, along with the applicable rates used by each
one for each FERC account number in Counce’s proposal

Please submit an original and thirteen copies addressed to the Chairman’s office by
January 25, 2005. If you have any questions regarding this request, please contact David
Foster at extension 188 or Pat Murphy at extension 178.

Sincerely,

/ dley, Chief ;

Darlene Standley,
Utilities Division*

Pm05-05-

cc: Rllchard Collier
Mike Horton

Stephen Swetz
Telephone (615) 741-2904, Toll-Free 1-800-342-8359, Facsimile (615) 741-5015
wWww state tn us/tra
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R1: Docket No. 04-00037 — Counce Natural Gas Company’s Amended Petition to
Iincrease Rates and Revised Rules and Regulations

Dear Mr. McElroy:

On January 5, 2004, you submitted on behalf of Counce Natural Gas Company
(“Counce™) a depreciation study as insiructed by Hearing Officer Richard Collicr in Ins
September 1, 2004 order in the above docket. Tlowever, the information supplied is
incomplete, The order states on page 7 that a depreciation study is needed *“in order for
the TRA to sct depreciation rates on new plant additions.” We will need the following
information in support of Mr. Swel.’s proposed dcpreciation rates for Counce.

For each FERC account number, provide:

(1) Experience relied on by management

(2) Copy of Intemal Revenue Service regulations relied on

(3) List of other utilitics polled, along with the applicable rates used by cach
onc for each FERC account number in Counce’s proposal

Please submit an original and thirtcen copies addressed to the Chairman’s otfice by
January 25, 2005. If you have any questions regarding this request, pleasce contact David
FFoster at extension 188 or Pat Murphy at extension 178.

Sincerely,

K,&wéw WM& Q

Darlene Standley, Chicf

Ulilitics Division

Pmi0s-n§

ce: Richard Collier
Mike Tlorton
Stephen Swetz,

Lelephone (015) 741-29014, Toll-Tree 1-800-342-833Y, Facsimile (615) 741-5015
www.slalean,us/irg
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James L. Stafford, CPA Gary C Hamilton, CPA
WATKINS’ WARD AND STAFFORD Harry W. Stevens, CPA R. Steve Sinclair, CPA

Professional Limited Liability Company Boyd M. Edwards, CPA Michael L. Pierce, CPA
Certified Public Accountants Paul A. Ray, CPA Marsha L. McDonald, CPA

S. Keith Winfield, CPA Wanda S. Holley, CPA
213 Commerce St PO Box 1216 West Point, MS 39773 wiyian B, Staggers, CPA  Robin Y, McCormick, CPA/PFS
Phone (662) 494-5732 Fax (662) 494-7686 Aubrey R. Holder, CPA J. Randy Scrivner, CPA
David M. Howell, CPA Kimberly S. Caskey, CPA
Michael W. McCully, CPA  Susan M, Lummus, CPA
Mort Stroud, CPA

December 9, 2004

Mr. William H. Novak
Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243-0505

RE: Counce Natural Gas Company
Depreciation Rates to Use for Future Plant Additions

Docket No. 04-00037 — Order Approving Amended Petition to Increase Rates
and Revised Rules and Regulations

Dear Mr. Novak:

Enclosed please find an original and 13 copies of Counce Natural Gas Company’s
response to the appropriate depreciation rates to use for future plant additions. The
schedule reports the proposed service life and depreciation rate applied to each class of
asset categorized by FERC account number using the straight-line method of
depreciation. The service lives are based on management’s experience, Internal Revenue
Service regulations, and the service lives used by other utility companies.

If there are additional questions, please feel free to call me at 662-494-5732 or email me
at sswetz@wwscpa.com.

Sincerely,
WATKINS, WARD AND STAFFORD, PLLC
Stephen Swetz, CPA

Enclosure

Members of Mississippt Society of Certified Public Accountants
Members of Amencan Institute of Certified Public Accountants



COUNCE NATURAL GAS COMPANY
DEPRECIATION RATE SCHEDULE

FERC
Account | Service Rate
Description Number Life Applied
Distribution Plant
Land and land nghts 374 N/A 0 00%
“IStructures and improvements 375 40 2 50%
Mains 376 20 5 00%
Compressor station equipment 377 20 5 00%
Measuring & regulating station equipment - general 378 20 5 00%
Measuring & regulating station equipment - city gate check stations 379 20 5 00%
Services 380 10 10 00%
Meters 381 10 10 00%
Meter installations 382 10 10 00%
House regulators 383 20 5 00%
House regulators installations 384 20 5 00%
Industrial measuring and regulating station equipment 385 20 5 00%
Other property on customers' premises 386 20 5 00%
General Plant
Office furniture and equipment 391 5 20 00%
Transportation equipment 392 5 20 00%
Tools, shop, and garage equipment 394 5 20 00%
Power operated equipment 396 5 20 00%
Communication equipment 397 5 20 00%
Miscellaneous equipment 398 5 20 00%




